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DEBRA K. DAVENPORT, CPA 
 AUDITOR GENERAL 

STATE OF ARIZONA 
OFFICE OF THE 

AUDITOR GENERAL WILLIAM THOMSON 
 DEPUTY AUDITOR GENERAL 

February 29, 2008 
 
 
 
Board of Supervisors 
Maricopa County 
301 West Jefferson, Suite 1020 
Phoenix, AZ  85003 
 
Members of the Board: 
 
In planning and conducting our single audit of Maricopa County for the year ended June 30, 2005, we 
performed the following as required by Government Auditing Standards (GAS) and Office of Management 
and Budget (OMB) Circular A-133: 
 
 Considered the County’s internal controls over financial reporting, 
 Tested its internal controls over major federal programs, and 
 Tested its compliance with laws and regulations that could have a direct and material effect on its 

financial statements and major federal programs. 
 
All audit findings that are required to be reported by GAS and OMB Circular A-133 have been included in 
the County’s Single Audit Reporting Package for the year ended June 30, 2005. In addition, our audit 
disclosed internal control weaknesses and instances of noncompliance with laws and regulations that do 
not meet the reporting criteria. Management should correct these deficiencies to ensure that it fulfills its 
responsibility to establish and maintain adequate internal controls and comply with laws and regulations. 
Our recommendations are described in the accompanying summary. 
 
In addition, as required by Arizona Revised Statutes §41-1279.21(A)(1), we reviewed the County’s financial 
records to evaluate whether the County used Highway User Revenue Fund monies and any other 
dedicated state transportation monies solely for authorized transportation purposes for the year ended 
June 30, 2005. Our review identified certain instances of noncompliance, which are described in the 
accompanying summary as Recommendation 7. 
 
This letter is intended solely for the information of the Maricopa County Board of Supervisors and is not 
intended to be and should not be used by anyone other than the specified party. However, this letter is a 
matter of public record, and its distribution is not limited. 
 
Should you have any questions concerning its contents, please let us know. 
 
 Sincerely, 
 
 
 
 Dennis L. Mattheisen, CPA 
 Financial Audit Director 
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The County must establish accountability for and
monitor its accommodation school’s financial
condition

The Maricopa County Regional School District is an accommodation school district
that was established and administered by the Maricopa County School
Superintendent pursuant to Arizona Revised Statutes (A.R.S.) §§15-101 and 15-308.
As such, the Maricopa County School Superintendent was the sole governing board
member having absolute authority over the Maricopa County Regional School
District’s operations. Accordingly, the Superintendent had a fiduciary responsibility to
operate the accommodation school efficiently and within its means. However, over
the past several years, the District expended monies in excess of available financial
resources and continued to operate in spite of revenue shortfalls, as evidenced by
the District’s declining financial position. Consequently, the District’s Maintenance
and Operation (M&O) Fund has accumulated a deficit since fiscal year 2002 of
$45,840 to more than $2.7 million in fiscal year 2006. In addition, at June 30, 2006,
the District’s M&O Fund owed more than $3.3 million to other district funds and the
County Treasurer’s investment pool. 

During fiscal years 2001 through 2003, the County contributed $365,000 annually to
the District and $530,000 annually thereafter, although there was no formal
agreement between either the County School Superintendent or District and the
Board of Supervisors. It was the County School Superintendent’s position that the
County should have made up for the District’s revenue shortfalls. However, the
County School Superintendent did not formally request financial assistance from the
Board of Supervisors to cover the deficit for any of these fiscal years. Further, the
County School Superintendent did not ensure that the District had sufficient monies
available before authorizing the District’s expenditures and processing its warrants.
When the County School Superintendent became aware that anticipated revenues
were insufficient to cover the District’s operations, the County School Superintendent
did not reduce the District’s expenditure budget or otherwise ensure that budgeted
expenditures were adequately funded. Moreover, future years’ budgeted
expenditures were not reduced to control spending beyond the District’s spendable
resources. Since November 30, 2006, the District has been under the governance of
a court-appointed, three-member board. 



To help ensure that the accommodation school district is fiscally accountable, the
County should implement the following procedures: 

• Formalize an agreement between the Board of Supervisors and the District, or
the County School Superintendent, for any financial assistance to be provided
to the District by the County. The agreement should require periodic fiscal
reporting from the District and the submission of an annual budget to the Board
of Supervisors at the time when all county departments submit their budgets.

• Monitor the District’s cash balances and financial activity on a regular basis and
process the District’s warrants only when there are sufficient monies available.

The County should ensure all accounts and
funds administered by the County School
Superintendent are budgeted and correctly
reported

The County’s budget and financial statements serve several essential purposes to
ensure good stewardship over public monies. The budget is used to set public
policy, control taxing and spending, and serve as a financial planning tool. Statutes
require that the County includes in its adopted budget all accounts and funds
administered for each county department or official. In its financial statements, the
County demonstrates its fiduciary responsibility by accurately reporting its’ activities.
However, all accounts and funds administered by the County School Superintendent
were not included in the County’s adopted budget, as required by A.R.S. §§15–1001,
42–17102, and 42–17106. In addition, for one of these funds, the County incorrectly
classified the fund as an agency fund in its financial statements.

To help ensure that its adopted budget is accurate and complete and complies with
statutes, and that its financial statements are accurate, the County should implement
the following policies and procedures:

• Reconcile all county accounts maintained by the Treasurer to the County’s
general ledger prior to the budget’s preparation to ensure that all county
accounts and funds administered by each county department or official are
included in the adopted budget.

• Ensure that an administrator, who is independent of the budget’s preparation,
reviews the budget prior to its adoption to ensure inclusion of all accounts and
fund’s under the County’s control.

• Periodically evaluate the activity of all funds maintained on the County’s general
ledger to ensure they are properly classified and reported in the County’s
financial statements.

State of Arizona
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The County needs to improve capital assets
reporting

Capital assets represent more than 68 percent of the County’s total assets.
Therefore, it is essential that the County accurately report these assets to its lenders,
the public, and other interested parties. However, the County’s internal control
policies and procedures did not always ensure that its capital assets were properly
identified, reconciled, valued, and reported. Specifically, the County did not correctly
identify infrastructure assets that it owned. As a result, the County incorrectly reported
flood control infrastructure assets valued at $35 million that had been annexed by
other governments. The County also omitted transportation infrastructure assets that
it owned valued at $48 million. In addition, the County did not have adequate
procedures for identifying, reconciling, and reporting completed construction
projects. For example, the County reported a completed project as both construction
in progress and infrastructure, and deleted other construction projects that it owned.
Further, the County did not always follow its capitalization and accounting policies for
construction in progress expenditures or correctly record and value capital asset
donations. Finally, the County misclassified various capital assets as a result of
system coding errors.

The County adjusted the financial statements for all significant errors and restated the
July 1, 2004, balances for land, construction in progress, and infrastructure for errors
affecting prior fiscal years. To ensure that the County accurately reports its capital
assets, the County should implement the following procedures:  

• Develop written policies for county departments to communicate accurate
infrastructure and other construction costs to the Finance Department, and
ensure that the departments follow the procedures. 

• Perform a detailed review of intergovernmental agreements and other
supporting documentation for all transportation and flood control construction
projects to properly ascertain whether the asset should be reported by the
County.

• Compare information recorded in the transportation department’s infrastructure
database, such as donated assets and other additions, to supporting records
to ensure that the cost of these assets are properly recorded.

• Review the detailed records of all projects listed as construction in progress at
year-end to identify the correct year projects are completed; record completed
projects in the appropriate capital asset accounts; and reconcile completed
construction projects to assets that are either reclassified as infrastructure,
buildings, and improvements or annexed to other governments. 
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• Review capital asset deletions to the department’s records to ensure that all
assets removed from the capital asset lists have been properly disposed of.

• Adhere to existing capital policies, including capitalizing only those expenditures
that meet the County’s capitalization criteria and thresholds, valuing donated
capital assets at the estimated fair market value on the date of donation, and
coding capital expenditures to the correct capital asset object codes.

• Require a second employee to review all capital asset information for accuracy.

The Treasurer should ensure that responsibilities
over investment transactions are properly
separated

The Treasurer is responsible for managing and investing more than $2.5 billion in
public monies belonging to the County, school districts, and other special districts in
the County. Therefore, it is essential that the Treasurer have internal controls to ensure
that those monies are adequately safeguarded against loss, misappropriation, and
abuse, and are invested as authorized by the Treasurer’s policies. However, the
Treasurer did not adequately separate its investing activities. For example, the
Treasurer's chief investment officer was responsible for initiating, evaluating, and
approving investment transactions with no required independent review. As a result,
investments might be purchased that are not authorized by the Treasurer’s
investment policies or that are not the most advantageous to the Treasurer’s
investment pool. 

To safeguard public monies and help ensure that investments are in accordance with
policy and are the most advantageous to the investment pool, the Treasurer should
separate responsibilities so that the same employee does not initiate, evaluate, and
approve investment transactions. Alternatively, the Treasurer could institute
independent reviews over these activities.

The Treasurer’s Office officials responded in a letter, dated January 29, 2008, that
they do not concur with our recommendations. The response addresses current
controls to ensure that the transactions are complete and recorded in the County’s
records. It also points out that even with the optimum controls, there is the risk that
an allowable investment is subject to loss and could decline in value. Our
recommendations would enhance controls to ensure that only investments
authorized by statute and the Treasurer’s policies were made, rather than to ensure
that the transactions are recorded properly in the accounting records or attempt to
mitigate the risk of loss, which is inherent to some degree with all investments.

State of Arizona
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The County needs to improve access controls for
its information systems

The County uses computerized information systems to process and record its
financial transactions. Consequently, the County’s information systems are vital to its
operations and financial reporting. Therefore, the County needs to ensure the
integrity of the financial transactions processed on these systems. However, the
County did not have adequate procedures to ensure that the appropriate access was
granted to its systems.

Financial systems user access—The County did not have adequate controls
in place to ensure that user profiles within the financial system were compatible with
employees’ job duties. For example, auditors noted 6 Finance Department users and
15 users from various other departments that had multiple profiles allowing them to
approve the receivers, requisitions, journal vouchers, payment vouchers, or fixed
asset documents that they created. In addition, the County did not have written
policies and procedures for all of its computerized accounting systems to prevent
unauthorized access. To help ensure the integrity of financial information and to help
mitigate the risk of loss caused by misappropriation, theft, or abuse, the County
should implement the following policies and procedures:

• Require systems security and department administrators to review all user
profiles to ensure the job duties assigned are compatible and properly
separated.

• Develop written policies and procedures to prevent unauthorized access. Such
procedures should include a formal process of notifying systems network
administrators of users who have been transferred to other departments or
terminated. In addition, these controls should include account lock-out features
or the ability to track access of unauthorized users.

• Promptly revoke users’ access upon departmental transfer or termination. 

Data center access—The County did not have adequate procedures to restrict
and monitor access to the data center by temporary workers, outside vendors, and
visitors. Auditors noted the data center doors propped open, outside vendors
allowed access without background checks, and an entrance that was secured only
by a key lock with no formal monitoring system, such as a log or security camera. In
addition, for one of the data center’s security systems, the County did not maintain
written policies and procedures for the prompt cancellation of data center access for
those employees who were either transferred to other departments or whose
employment was terminated. 

Office of the Auditor General
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To restrict access to the data center to only those individuals who are authorized, the
County should implement appropriate procedures for: 

• Restricting and monitoring temporary access to the data center. 

• Ensuring all entrances to the data center are physically secured with safeguards,
such as card-key door locks, surveillance monitors, and intrusion detectors. 

• Promptly modifying access to the data center for transferred or terminated
employees. 

The County needs to ensure that environmental
claims and liabilities related to its landfills are
properly reported

The County is obligated by federal and state laws and regulations to perform certain
closure and postclosure care for its municipal solid waste landfills. The County must
also accurately report these costs and liabilities in its financial statements. However,
for fiscal year 2005, the County did not engage or employ an expert to reevaluate the
estimated current cost of closure and postclosure care for its landfills and, therefore,
may have misstated this liability and related note disclosures in its financial
statements. In addition, the County needs improved procedures to evaluate and
report the liability for potential claims against the County for remediation of
environmental pollution. County-employed specialists prepare a yearly report on the
County’s exposure to all environmental claims; however, for fiscal year 2005, the
County did not fully use the report to assess the amount of pollution remediation
liabilities for specific landfills to report in its financial statements. As a result, the
County’s environmental claims liability was potentially understated by $2.4 million.

To ensure that environmental claims and liabilities associated with its municipal solid
waste landfills are properly reported and disclosed, the County should:

• Annually reevaluate the estimated current cost of closure and postclosure costs
for all of its landfills. This evaluation should be performed by a certified specialist
or specialists with expertise on municipal solid waste landfills and should be
adjusted for the effects of inflation or deflation, as well as changes in operating
conditions.

• Report the total costs and liabilities for pollution remediation as assessed by
specialists in its financial statements.

State of Arizona
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• Identify all specialists used to evaluate all environmental liabilities to the auditors,
and provide them with adequate documentation to support the assessment of
the liabilities and the methods and assumptions used for calculation.

The County should spend highway user and
vehicle license tax monies in accordance with
state laws

Each year, the State distributes Highway User Revenue Fund (HURF) monies and a
portion of the vehicle license tax (VLT) monies to the County pursuant to a mandate
that the County use these monies solely for highway and street purposes, as
specified in Article IX, §14, of the Arizona Constitution and A.R.S. §§28-5801(B)(1)(c)
and (2)(c), and 28-5808(A)(2)(b) and (B)(2)(b). The County received $98 million in
HURF and VLT monies in fiscal year 2005. The County’s Transportation Department
operates primarily from these monies. Based on the Constitution, laws, and Attorney
General Opinion No. I05-003, auditors noted the following expenditures that
appeared to be unallowable charges:

Liability premiums represent 92 percent of the questionable expenditures. The
Attorney General Opinion specifically states that HURF monies may not be used to
pay premiums related to liability for personal injury judgments. County officials have
indicated that they do not agree with this opinion. However, our determination in this
matter is based on the Attorney General opinion.

The County should strengthen its policies and procedures to ensure that HURF and
restricted VLT monies are spent in accordance with the Arizona Constitution and
A.R.S., and ensure that its transportation department follows these policies and
procedures. Written policies should clearly identify the types of expenditures that are
allowable and unallowable. In addition, management should review and approve
expenditures to ensure that all expenditures charged to HURF and restricted VLT
monies are only for allowable charges. Finally, the County should allocate local
revenues to restore the monies it spent inappropriately during fiscal year 2005.

Office of the Auditor General
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Description Amount 
General and automobile liability premiums $1,382,278 
Salaries and supplies for improvement districts 115,853 
Parade floats 1,054 
Leadership conferences 149 
Catered food and staff retreat 3,774 
Employee recognition plaques 262 
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The County needs to implement previously
reported recommendations

We have reported to the County certain deficiencies noted during our previous audits
that should be corrected to improve county operations. However, the County has not
implemented the recommendations to correct these deficiencies. Our Office
reported detailed descriptions of these deficiencies and the related
recommendations in our prior years’ Management Letters.

Related party transactions—Financial accounting standards require that
financial statements include disclosures of material related party transactions. The
County’s procurement policies require anyone with a potential conflict of interest to
inform appropriate county management. Although the County’s policy is consistent
with A.R.S. §38-503 regarding conflicts of interest, it does not provide procedures to
identify, account for, and report related party transactions. The County should require
all public officers and employees having purchasing, spending, or investing authority
to file conflict-of-interest statements, and review all conflict-of-interest and financial
disclosure statements that were filed by county employees and elected officials to
identify potential related-party transactions and disclose them if appropriate. 

Information systems disaster recovery—The County has not established
disaster recovery plans and written backup agreements for its payroll and Treasurer’s
information systems critical to the County’s operations. Without such plans or
agreements, financial transactions might not be adequately processed or
successfully recovered if a disaster occurred. 

Cash Receipts—Because cash is highly susceptible to potential theft or misuse,
county management should establish, monitor, and enforce effective controls to
safeguard cash receipts at the various departments. However, the County lacked
detailed written policies and procedures to provide guidance to the departments for
collecting, recording, reconciling, and depositing cash receipts. To help strengthen
controls over departmental cash receipts, the County should establish written
procedures for collecting, recording, reconciling, and depositing cash receipts and
periodically monitor that departments are following them. 

Procurement Cards—The County uses three different types of procurement cards
(p-cards)—purchasing, fuel, and travel. There are specific restrictions as to the types
and expenditure amounts that can be made with each p-card type. However, county
policies were not always followed. Auditors noted that approvals for p-card
expenditures were not always documented or made before the p-card payment.
Furthermore, while certain p-card purchases, such as gift cards to employees, are
allowable as incentives under the County’s Employee Compensation Plan, the
County does not have written policies and procedures providing guidance for
departments to properly implement an employee incentive program using p-cards.

page  8



As p-card purchases are susceptible to potential misuse, the County should ensure
that all departments are following established p-card policies. These policies should
also provide guidance for purchases for employee incentive programs. 

Office of the Auditor General
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